Appendix A: Alternative Forecast Scenarios

Uncertainty exists in all industries, but es-
pecially in the commercial air travel industry.
As volatility in the global environment has
increased, the importance of scenarios for
planning purposes has increased. In order
to help stakeholders better prepare for the
future, the FAA has provides alternative
scenarios to our baseline forecasts of airline
traffic and capacity.

To create the baseline domestic forecast,
economic assumptions from IHS Global In-
sight's 10-year and 30-year U.S. Macro
Baselines were used. To develop the alter-
native scenarios, assumptions from IHS
Global Insight’'s 10-year optimistic and pes-
simistic forecasts from their January 2017
Baseline U.S. Economic Outlook were com-
bined with the optimistic and pessimistic
forecasts from their Fall 2016 30-year U.S.
Macro forecast. Inputs from these alterna-
tive scenarios were used to create a “high”
and “low” traffic, capacity, and vyield fore-
cast.

International passengers and traffic are pri-
marily driven by country specific Gross Do-
mestic Product (GDP) forecasts provided by
IHS Global Insight. Thus, the alternative
scenarios use inputs based on ratios de-
rived from IHS Global Insight's Major Trad-
ing Partner and Minor Trading Partners op-
timistic and pessimistic forecasts in order to
create a high and low case.

Scenario Assumptions

The FAA’'s domestic baseline forecast as-
sumes that the economy experiences a
pickup in growth over the next few years as
a result of tax cuts and higher infrastructure
spending. Oil prices remain low by historic
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standards and there are no financial sector
collapses.

The FAA's high case forecast uses IHS
Global Insight’s optimistic forecast. The op-
timistic forecast sees a rollback in regula-
tions and lower corporate taxes resulting in
higher capital spending. Stronger growth in
investment spending leads to a boost in
productivity and raises economic growth
above the baseline case. Given the
strengthening outlook, both business and
consumer confidence improve leading to
robust consumer spending with the housing
sector remaining an engine of growth. Con-
tinuing oversupply in oil markets keep oil
prices low. Inflation remains in check with
higher productivity, lower oil prices, and
higher interest rates than in the baseline
case. In this scenario real personal con-
sumption expenditure (PCE) per -capita
growth averages 0.4 percentage points
faster per year than the baseline forecast
and unemployment averages 0.3 points
lower on a fiscal year basis than the base-
line.”

Conversely, FAA’s low case forecast uses
IHS Global Insight’'s pessimistic scenario. In
this forecast, strained relations with major
trading partners fuels uncertainty that caus-
es business to cut back on investment and
slows productivity growth leading to a

" Real personal consumption expenditure per
capita and unemployment are used as an input
variables to the FAA’s base, high and low fore-
casts of enplanements.



pickup in both wage and price inflation. In
addition, the Eurozone’s recovery will stall
and growth in emerging markets will be less
robust. The Federal Reserve raises interest
rates to keep inflation in check but business
and consumer confidence deteriorate. The
combination of higher inflation, higher inter-
est rates, and uncertainty negatively impact
consumer spending, the housing market,
and business investment, and the U.S.
economy suffers a shallow recession in
2018 and the unemployment rate peaks at

6.6%. The Federal Reserve responds by
slashing interest rates which spurs a recov-
ery in 2019. In the long run, compared to
the baseline forecast, productivity growth
remains subdued, oil prices are higher, and
economic growth is slower. Real PCE per
capita in this scenario grows 0.4 percentage
points slower per year than in the baseline;
and unemployment, on average, is 0.9
points higher on an annual basis than in the
baseline.

Real Personal Consumption Expenditure per Capita
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The price of energy is one of the drivers in slowly than in the baseline. In the pessimis-
the growth of consumer prices over the tic case the opposite occurs with energy
forecast period. In the optimistic case, en- prices, wages and import prices rising more
ergy prices and import prices grow more rapidly compared to the baseline.
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Alternative Forecasts

Enplanements

In the baseline forecast, system enplane-
ments are forecast to grow at an average
annual rate of 1.9 percent a year over the
forecast horizon of 2017-2037 (with domes-
tic and international passengers up 1.7 and
3.5 percent, respectively).

In the optimistic case, enplanements grow
at a quicker pace, averaging 2.6 percent per
year (up 2.3 percent domestically and 4.7
percent internationally). This scenario is
marked by a more favorable business envi-
ronment, and lower fuel prices which make
the price of flying more affordable to busi-
ness and leisure travelers. By the end of
the forecast period in 2037, system passen-

gers in the optimistic case are 14.6 percent
above the baseline, totaling 1.4 billion, 179
million greater than in the baseline.

The pessimistic case is characterized by a
period of weakened consumer confidence
brought on by persistent unemployment, low
consumer demand, and higher inflation. In
this scenario enplanements grow an aver-
age of 1.5 percent per year (domestic up
1.3 percent and international up 3.0 per-
cent). In the pessimistic case, system pas-
sengers in 2037 are 8.3 percent below the
baseline case, totaling 1.125 billion, 101
million fewer than in the baseline.

System Enplanements
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Revenue Passenger Miles

In the baseline forecast, system RPMs grow
at an average annual rate of 2.4 percent a
year over the forecast horizon (2017-2037),
with domestic RPMs increasing 2.0 percent
annually and international RPMs growing
3.4 percent annually.

In the optimistic case, the faster growing
economy coupled with lower energy prices
drives RPMs higher than the baseline, with
growth averaging 3.2 percent per year (do-

mestic and international RPMs up 2.6 and
4.5 percent, respectively).

In the pessimistic case, the combination of a
slower growing economy and higher energy
prices result in RPM growth averaging 2.0
percent annually with domestic markets
growing 1.5 percent a year while interna-
tional traffic grows 3.0 percent annually.

System Revenue Passenger Miles
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In the base case, system capacity is fore-
cast to increase an average of 2.3 percent
annually over the forecast horizon with
growth averaging 1.8 percent annually in
domestic markets and 3.4 percent a year in
international markets.
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Optimistic

In the optimistic case, capacity grows at a
faster clip than in the baseline forecast, av-
eraging 3.1 percent annually system-wide
(2.4 and 4.5 percent for domestic and inter-
national markets, respectively). Carriers
increase capacity compared to the baseline
forecast to accommodate increased travel



demand brought about by a more favorable
economic environment.

In the pessimistic case, demand for air trav-
el is lower than in the baseline, thus system

capacity grows at a slower pace of 1.9 per-
cent annually (domestic growth of 1.4 per-
cent annually and international up 2.9 per-
cent annually).

System Available Seat Miles
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Load Factor

System load factors over the 20-year fore-
cast period are relatively similar for all three
forecast scenarios. System load factor rises
from 83.2 percent in 2017 to 84.4 (optimis-
tic), 84.5 (pessimistic), and 84.6 (baseline)
percent in 2037, respectively.

In all three scenarios it is assumed that car-
riers will keep load factors on the high side
by actively managing capacity (seats) to
more precisely meet demand (passengers).

The domestic load factor increases over the
forecast horizon from 84.1 percent to 86.3
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percent in the optimistic and pessimistic
scenarios, respectively, while rising to 86.4
percent in the baseline.

The international load factor is forecast to
rise gradually from 80.9 in 2016 to 81.2 per-
cent in 2037 in the optimistic scenario and
81.3 percent in the baseline and pessimistic
scenarios. This reflects in part the relative
growth in demand and capacity in the three
(Atlantic, Latin, and Pacific) international
regions under each scenario.



Yield

In the baseline forecast, nominal system
yield increases 2.1 percent annually, going
from 13.56 cents in 2017 to 20.38 cents in
2037. In domestic markets, yield in the
baseline forecast rises from 13.76 cents in
2017 to 21.16 cents in 2037. International
yield rises from 13.04 cents in 2017 to 18.89
cents in 2037.

System vyield rises in the optimistic case at
the same rate as in the baseline, up 2.1
percent annually to 20.46 cents by 2037.
Domestic yield increases to 21.33 cents
while international yield increases to 18.95
cents. The modest growth in yield in both
cases is due to advancements in technolo-
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gy, gains in productivity, and relatively fa-
vorable fuel prices.

In the pessimistic case, nominal yields rise
more rapidly than in the baseline, growing
an average of 2.6 percent annually, reach-
ing 22.62 cents by 2037 (24.55 cents do-
mestically and 18.90 cents internationally).
This scenario reflects higher general do-
mestic inflation and higher energy prices
than in the baseline, forcing carriers to in-
crease fares in order to cover the higher
costs of fuel, labor, and capital.
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